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Special Issue: Personal Financial Planning
hen a business firm faces a significant event—expan
Then comes the drafting of an estate plan: what the individual
sion, a merger, a large borrowing, issuance of stock or
wants to leave and what he or she can leave. This entails a
whatever—it prepares a “business plan,” setting forth thereview of wills and trust agreements—for their appropri
nature of the company, its resources in terms of capital and
ateness ... and for their estate tax exposure.
manpower, where it hopes to go and other such vital
The next step is the devising of an investment strategy. This
information.
begins with a cash flow pro
An individual or family intending to engage in long-term
jection, which will reveal the
financial planning needs much the same sort of basic data.
amount of discretionary in
Where do we stand now? What are our earning prospects?
come available. Only after
What are our goals in the way of housing, education, business
that can a portfolio be selected
ownership, retirement and provision for survivors? By work
to fit the particular individual.
ing out a “business plan” for the family, we can bring into
focus our objectives, resources and the degree of risk we are
Finally, if planning is to be
prepared to assume. We can stop drifting and take some
truly useful, it will include
control of our destiny.
follow-up observations at reg
ular intervals, in case correc
Midyear, when most business activity levels off, is a good
tive actions should prove necessary.
time for personal financial planning. There are no tax dead
lines tending to force us into panicky, last-minute decisions.
Financial planning can be a do-it-yourself exercise, and we
There is less likelihood that tax considerations will be over
hope this special issue of MBE will be of use to those who
emphasized, to the exclusion of other important objectives. If
follow this route. Planning is likely to be more productive,
assets are to be disposed of soon, for example, we have an
however, if a professional financial adviser is engaged. This
opportunity to time the disposal so as to take best advantage
expert can review your finances and offer a detailed written
of the new six-month holding period that spells the difference
analysis and list of suggestions, with alternatives, and
between long-term and short-term.
explain in some detail the effects to be expected from each

W

The purpose of financial planning is to wring the greatest
utility out of the individual’s financial resources while ac
commodating that person’s desires, resources and phase of
life. It begins with a statement of objectives, spelled out
specifically, avoiding generalities. There must be an assess
ment of where one stands: net worth, earning power, long
term and short-term obligations. This indicates what is
within the realm of the possible in the investment field, for
example.

Projections should be made of what would happen if certain
events were to occur: death, disability, retirement. This
means reviewing life, health, accident and disability insur
ance coverage; retirement plans and Social Security protec
tion; and investment and noninvestment assets.

The Importance of Tax
Considerations and Will Drafting in
Personal Financial Planning—Page 4

action proposed.
Usually, such a review necessarily involves other advisers
that the individual for whom the planning is being done
depends on in certain specialized areas—law, banking, insur
ance, securities/investments, real estate and taxes. Of the
possible need for professional assistance, more in a moment.

Key Records Needed for Planning
Regardless of whether you go it alone or call on others to
help, certain documents will be needed:
□ List showing your income from all sources.
□ Records of stocks, bonds and other securities. Also,
monthly statements from brokerage firms.
□ Your will, if you have one.
□ Records of nonsecurity investments.
□ Home and other real estate ownership records, includ
ing deeds, mortgages and anything indicating changes
in basis.
(Continued on page 2)

2

Your Key Records, Needed at Planning Time,
Will Also Be Essential to a Surviving Spouse
(Continued from page 1)

□ Records of other major assets.
□ Banking records: bankbooks and
checking account statements,
showing expenditures as well as
receipts.
□ Insurance policies, including
those from government, religious
or fraternal organizations,
unions, your employers and
others.
□ Charge and credit card accounts.
□ Last year’s income tax returns and
this year’s estimated returns,
along with any other recent tax
records or correspondence.
□ Notes and other debts you owe.
□ Debts owed to you.
□ Records showing your rights in
pension or profit-sharing plans.

Essential Checklist
For Your Spouse
The above documents happen to
be among those that will be
needed by your spouse in the
event of your death. Why not put
in a safe place a record of where
they are stored, together with the
names and addresses of persons
who could provide important as
sistance: the lawyer who drew up
your will, the executor of the es
tate, your insurance broker or
agent, stockbroker, banker, the
person at your company respon
sible for payment of death or sur
vivor benefits and your CPA-tax
adviser. Also needed by a surviv
ing spouse would be: birth and
marriage certificates, divorce
records, military discharge pa
pers and Social Security records.
Finally, add a note to the survivor,
making suggestions of the kind
that you can best supply, such as
how your business or profes
sional interests might be disposed
of and where to obtain immediate
cash before the estate is settled.

□ Contracts for the performance of
your professional services, es
pecially if only partially com
pleted; time-payment agree
ments; and other long-term
commitments.

If you have trouble pulling together the
data needed for preparing a financial
plan, give some thought to better
organizing your financial records.

Start a register for each bank account;
check stubs tend to get thrown away or
misplaced after a while, in which case
the information could be forgotten.
Bank records should be kept indefi
nitely if you have the space because of
their eventual usefulness in establishing
the cost basis of assets, if nothing else.
If you have more than one bank ac
count, channel all receipts through just
one; they’ll be easier to keep track of
that way.

Pay by check anything over $5 with tax

The Financial Planning Team
You might say your current records are the financial threads of your life, and
financial planning is the weaving of these threads into a desirable pattern. This task
may, as suggested, require the expertise of advisers from different fields:

Attorney. Provides legal counsel, advis
ing on contractual rights and obliga
tions, for example. Also prepares legal
documents, such as wills and contracts.

Securities/investment broker. Helps cli
ents select appropriate investment ve
hicles, then handles execution of
purchases and sales thereof.

Insurance broker or agent. Helps de
sign, then buys at the best prices the
insurance program that fits the client’s
particular needs, in coordination with
the rest of the financial plan. Can also
provide special types of insurance
coverage, such as annuities and
buy/sell arrangements for business
partners.

Banker/trust officer. Makes long- and
short-term financing arrangements, in
cluding mortgages. Also can help set
up trusts and investments such as IRAs
and certificates of deposit.
Certified public accountant. When individuals turn over chief responsibility for
their financial planning to a single consultant or coordinator, the CPA frequently is
the one chosen. This may result from the fact that two of the CPA’s major functions,
financial reporting and taxes, are so central to planning. Or it might be attributable
to the fact that the CPA has nothing to sell except the service; the CPA code of
professional ethics prohibits members in practice from accepting commissions for
referring to clients the products or services of others, such as insurance or tax
shelters. The code also prohibits offering or performing services for a contingent fee
and requires that CPAs undertake only those engagements that they or their firm can
perform with professional competence.
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implications, such as charitable contri
butions or professional dues or
subscriptions.
Save the monthly summaries of transac
tions sent by your securities broker, es
pecially when the investments are not in
your name.

Computer Can Be Useful

A personal computer can make a big
contribution to personal financial plan
ning, even if it’s only by helping one
keep track of financial events over the
course of time. Computer applications
can range from simply logging transac
tions as they occur—in electronic cash
receipts and cash-disbursal journals—
to the use of spreadsheets such as Lotus
1-2-3 and VisiCalc, or even such exten
sive software programs as Financier or
Home Accountant.

Whatever else a computer program ac
complishes, it is likely to improve rec
ord keeping, and good records are
essential to effective financial plan
ning. A computer calendar of insurance
premium amounts and due dates, for
example, will help one budget for this
essential commodity and can help mini
mize unpleasant surprises when other
big bills come due.

Ultimately, You Make
The Major Decisions
Regardless of what professional assis
tance one may have, ultimately it is up
to the individual himself or herself to
decide what the investment goals
should be, for an investment policy
springs out of a combination of the per
son’s own unique characteristics. Thus,
there can be no cut-and-dried plan suit
able to anyone. Among the variables:
□ Your stage in life. When first start
ing out you may be ready to take
more risks than you would later,
when responsibilities will no doubt
be greater, increasing the need for
steady, dependable income.

□ Your income. This too is likely to
change (for the better, let’s hope) as
life progresses, affecting your readi
ness to accept risk.

Shakespeare Offered Seven Stages of Man,
Financial Planners Settle for Only Five
What are the phases of life that have so
much to do with financial planning?
Lots of people have prepared lists of
them, starting perhaps with William
Shakespeare and his “seven stages of
man.” For the purposes being dealt with
here, most families fit rather neatly into
these five stages:
□ Stage one: Employed, before mar
riage. With little responsibility to
others, the single person can afford
to take risks. Long-term growth is
one objective during this phase. In
surance generally is not relevant.
□ Stage two: Married, before chil
dren. A time to begin accumulating
assets, despite heavy pressure to
spend on other things. Careful budg
eting is essential. Insurance becomes
a factor, although perhaps not a sub
stantial one.

□ Stage three: Married, precollege
children. Insurance protection be
comes very important. Income may
increase significantly, but so does the
need to spend. Budgeting becomes
even more important. So does tax
planning. Concern may begin for fu
ture college costs.
□ Stage four: The empty nest. Earn
ing power may be at a peak. Risk
avoidance becomes important; in
vestment strategy tends toward
building up capital. Thoughts may
arise about a second career.
□ Stage five: Retirement. A steady,
comfortable income is now a con
cern. Investment strategy is middleof-the-road. There is greater free
dom, but risk must be limited be
cause the chance to recover from a
disaster may no longer be there.

□ Your expenses. Your cost of living
will set outside limits on investment
possibilities.

benefit, preparatory to crossing out
those goals that just are not achievable,
it might look like this:

□ Net worth. Different from in
come, net worth is the result of sub
tracting what you owe from what you
own. This will help determine your
assets—including liquid assets avail
able for investment.

• A larger or better home.
• The best possible education for the
children.
• Funds to open or expand a family
business.
• Active middle years, without having
to stint on such pleasures as travel and
entertainment.
• The means of passing on the business
to the younger generation when the
time comes, by recapitalizing or
otherwise disposing of the company.
• Retirement to a smaller home, per
haps, with a vacation condo for pleas
ant wintering—and funds to preclude
financial concerns.
• Enough in the kitty to give our sur
vivors a good start.

□ Family composition. With small
children, there are education costs
ahead: need for life insurance on par
ents. A childless working couple,
two incomes, no dependents: free
dom to speculate. A retired couple
on a fixed income: no room whatever
for risk taking.
□ Outlook. Decide how ready you
are to take chances; not just whether
you can afford to, but how comfort
able you are doing so.

In Position to See

With our financial resources and our
fundamental attitudes exposed, we have
some idea of the possibilities. We are in
a better position to decide what we want
our investments to do for us. If one
were to make a list of every conceivable

Laid out in chronological order like
that, such a list may offer nothing ob
vious to cross out. The goals, coming in
sequence, may not conflict; one could
in time have a crack at all of them.
The more conservative one’s invest
ment policy, of course, the more limited
one’s objectives will be.
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Alternative Minimum Tax: The Fly
In the Financial Planning Ointment
One big obstacle to tax planning is the Alternative Minimum
Tax (AMT). This is a tool used by government to extract at
least some taxes from those who, despite high earnings,
minimize their obligations by taking advantage of tax prefer
ence items. The latter are perfectly legal tax-avoidance de
vices such as stock options, exclusion of part of long-term
capital gains, accelerated depreciation, percentage depletion
and tax-shelter write-offs.

But the AMT affects not only the wealthy and those who fine
tune their finances to the tax laws. Folks with conventional
financial arrangements, often including those in quite mod
est circumstances, can be hit too—someone, for example,
who has realized a once-in-a-lifetime capital gain, or who
has bought an expensive piece
of business equipment
(thereby qualifying for the in
vestment tax credit) or who
has taken advantage of a long
standing stock option pro
vided by his boss.
The AMT requires such tax
payers to add back to taxable
income innocuous items like
the dividend exclusion, the ex
clusion of all-saver interest and certain excess accelerated
depreciation.

Also, the AMT is a flat tax; the rate is 20 percent of AMTtaxable income over $30,000 for single taxpayers, $40,000
for joint-filing couples. After totting up your income tax the
normal way, a person who might be subject to AMT com
putes the tax on that basis too, then pays whichever is higher.
Is there no way a taxpayer can arrange his or her affairs to
lessen the likelihood of owing an AMT—to minimize the
amount? Well, one possibility is that if the prospect of owing
AMT looms, one might reverse the usual strategy and bring
additional income into the current year, the idea being that
this could avoid or minimize AMT next year.

Deductions Not Often Planned
Otherwise, most of the deductions that are allowed against
adjusted gross income (AGI) in computing the AMT, such as
medical expenses and casualty losses in excess of 10 percent
of AGI and wagering losses, don’t provide much help—they
are not the sort of deductions one usually plans for. The
deductions areas in which one does have some room to
maneuver are pretty well confined to charitable contribu
tions, qualified housing interest and other interest that does
not exceed a given amount.

Those who may be susceptible to the AMT—persons with
exceptional deductions or other tax preferences this year—
should see their CPA tax adviser now for help in planning for
the AMT.

A Proper Will Is the Tool
To Make Estate Plan Work
A proper will can control the timing of the distribution of
assets, minimize the amount that goes for estate settlement
expenses and taxes and prevent legal challenges, red tape and
prolonged paperwork or litigation.
But to achieve all this the will should be drafted by an
attorney; it is not a fitting do-it-yourself project.
Despite frequent reminders of the perils of having no will—
even one written by oneself—millions of persons remain
will-less. So, for them, once more, here is what can happen
when they die:
□ Their assets will fall under the intestacy laws, which
means the state will cut up the pie.
□ Someone they particularly wish to take care of could be
cut off without a cent.
□ Dependent children could be placed in the care of
guardians other than those they would select.
□ Much more than is necessary could be spent on admin
istrative expenses and taxes.
Because of the revisions of the estate tax rates in 1981,
including the elimination of taxes on what is left to a spouse,
a will is a vital part of an estate plan. Both spouses should
have one. The provisions of the two wills should be coordi
nated with each other and with other financial plans.

Be sure the will is reviewed when basic changes occur in your
life, such as a marriage, divorce, birth, death, transfer to
another state, drastic increase or decrease in your assets or
income or when federal estate and gift tax laws or state
inheritance tax laws are amended.
When you go to your lawyer to have the will drawn, you can
reduce the lawyer’s billable time by bringing along certain
information:
□ The name of the person or persons you have chosen to
be the executor(s).
□ Names and addresses of those who are to receive spe
cific pieces of property.
□ Names of those who will receive the residuary estate,
and the shares to go to each.
□ Name of the person or persons you wish to be the
guardian(s) of your children.
□ Instructions as to what part of the estate will be used to
pay income, estate and inheritance taxes.
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